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KEY ECONOMIC INDICATORS 
(in millions US$ unless noted) 


1984 1985 
DOMESTIC ECONOMY 


Population (mil.) 8.0 8.3 
Population growth ($%) 3,4 Bad 
Labor force (1,000's) 1,034 

Unemployment (% Avg.) 16 17 


Real GDP (1980 prices) 3¢3i5 

Real GDP % change -6.3 

Real GDP per capita 3215 
(hundred US$) 


Industrial Production Index 101 
(1980=100) 

Consumer Price Inflation (%) 16.3 

Money Supply (M1) 705 

Gov't Budget Deficit 517 


BALANCE OF PAYMENTS 


Total Exports (f.0.b.) 
Total Imports (f.0o.b.) 
Trade Balance 

Current Account Balance 
Capital Account 

Reserves (Minus Gold) 

Gold Holdings 

Exchange Rate (Z 1.00=US X) 


TRADE WITH U.S. 


U.S. Exports to Zimbabwe (fas) 63.6 5.7 52.5 
U.S. Imports from Zimbabwe (cif) 75.1 54.4 T3835 


Principal U.S. Exports to Zimbabwe: Computers and computer 
peripherals, synthetic fibers, spare parts, packaging 
materials, resins. 


Principal U.S. Imports from Zimbabwe: Ferrochrome, nickel, 
Sugar, coffee, cotton, tobacco. 


Sources: Zimbabwe Central Statistical Office; IMF; Reserve Bank 
of Zimbabwe; U.S. Department of Commerce; various private 
sector sources. 





SUMMARY 


Zimbabwe's Gross Domestic Product (GDP) grew by less than one 
percent in 1986. The growth rate was substantially below the 
strong eight percent GDP increase in 1985 and the 1986-1990 
Five Year Plan goal of six percent growth per year. Economists 
are predicting a recession for Zimbabwe's economy in 1987 of at 
least minus three percent. A primary cause of this recession 
will be the country's foreign exchange shortage. 


The country's shortage of foreign exchange is caused by a 
decline in agricultural production, a decline in export 
receipts due to weak prices, higher debt-servicing 
requirements, and a decline in aid flows. A $145 million 
outflow in the country's capital account has tightened the 
country's balance of payments. Agricultural production will 
decline 15 percent in 1987 as a result of drought and 
unseasonably hot weather. The recession in 1987 will reduce 
Zimbabwe's capacity to increase imports. 


The United States was Zimbabwe's third largest trading partner 
in 1986, after South Africa and the United Kingdom. In 1986, 
the United States imported $73.5 million (cif) worth of 
commodities from Zimbabwe and exported $53.5 million (fas) to 
Zimbabwe. U.S. export sales to Zimbabwe in 1987 will be 
negatively affected by the country's current foreign exchange 
shortage. 


Zimbabwe's greatest vulnerability is to negative repercussions 
from the turmoil in South Africa. Zimbabwe is highly dependent 
on the South African transport system; over 85 percent of 
Zimbabwe's external trade utilizes this system. The Zimbabwe 
Government is working to reduce the country's dependence on 
South Africa and vulnerability to counter-sanctions through the 
rehabilitation of the Beira Corridor railway. It is unlikely 
that Zimbabwe will impose any major sanctions against South 
Africa since there is little to be gained. 


Inflation increased to 15 percent in 1986 after moderating to a 
level just below 10 percent in 1985. Inflation is expected to 
remain around 15 percent in 1987. Large government deficits 
continue to be a significant problem. In mid-1986, the 
government announced its 1986/87 budget containing the first 
budget deficit over Z$ 1 billion (U.S. $600 million), a 52 
percent increase over the previous year. The government's 
budget deficit is now approximately 13 percent of the country's 
gross domestic product. 
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PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Growth Outlook 


Zimbabwe's gross domestic product (GDP) grew by less than one 
percent in 1986; this growth rate is substantially below the 
strong eight percent GDP increase in 1985. The six percent 
annual growth rate goal of the 1986-1990 Five Year Plan will be 
difficult to meet in 1987. Economists are predicting a 
recession for Zimbabwe's economy in 1987 of at least minus 
three percent. The primary reasons for these somber forecasts 
are the sharp 40-50 percent cutbacks in foreign exchange 
allocations to the private sector in 1987 and the poor 
performance of the farm sector due to drought and unseasonably 
hot weather. The foreign exchange cutbacks will have 
repercussions affecting output, growth, and employment. 


Balance of Payments 


In 1986, Zimbabwe registered an estimated trade surplus of $330 
million, roughly double the figure for 1985. The higher trade 
surplus in 1986 was mainly attributable to a doubling of gold 
exports to $240 million. Since domestic gold production did 
not increase in that year, the government apparently sold a 
large portion of its accumulated gold reserves to meet the 
serious foreign exchange shortage during the latter half of 
1986. 


A number of negative forces have affected the country's 
international financial accounts for 1987. Declining receipts 
for exports, higher debt-servicing requirements, and declining 
aid flows have placed downward pressure on the country's 
foreign exchange reserves. The capital account registered a 
$145 million deterioration in 1986 from a net surplus of $120 
million in 1985 to a $25 million deficit in 1986. 


The balance of payments is expected to remain constricted in 
1987 because of weak commodity prices on the world market, an 
increased budget deficit (13 percent of GDP), anda 
debt-service ratio of 35 percent. In addition, a greater 
percentage of foreign exchange allocations will go to increased 
defense spending for the military involvement in Mozambique. 


Agriculture 


Agriculture is the largest economic sector in Zimbabwe. In 
1985, after three years of drought, agricultural production 
increased by 30 percent, making farming 17 percent of the gross 
domestic product. Farm output in 1986 reached a record $810 
million, although the agricultural growth rate for the year was 





a slower 2 percent increase, 


The major area of growth in 1986 was in tobacco whose output 
increased by $45 million to a total $215 million. Coffee 
production also showed a healthy increase of $18 million to a 
total $43 million. Cotton production, on the other hand, 
dropped $12 million to a total of $111 million and corn 
deliveries declined by $26 million to $171 million. 


The agricultural outlook for the 1987 season appears mixed at 
best due to below-normal rainfall and abnormally hot weather. 
With the removal of production quotas, tobacco production 
should increase by 20 percent to 135 million kg. If average 
prices are maintained at last year's levels, the value of 
tobacco production could rise by $54 million to $270 million. 
Likewise, the volume of cotton production is expected to 
increase by 20 percent to an estimated 300,000 tons and 
increase in value by $22 million to $133 million. 

The government has planned a drastic fall of approximately $100 
million in the value of corn production, the country's staple. 
With 2 million tons of corn in storage, three times the annual 
marketed domestic consumption, the government lowered the 
producer price last September to reduce the surplus. Asa 
result of this measure and a serious drought this year, corn 
deliveries could plunge as much as 58 percent from 1.6 million 
tons to 650,000 tons. Oilseed, peanut, soybean, and sunflower 
production, however, are all expected to increase, 


Fiscal Policy 


Last July, the government announced its 1986/1987 fiscal budget 
containing the country's first budget deficit over Z $1 billion 
(U.S. $600 million), a 52 percent increase over last year's 
deficit. The budget deficit now amounts to 13 percent of the 
gross domestic product. Behind this widening finance gap is a 
large 22 percent nominal increase in expenditures to $2.4 
billion attributable to significant spending increases for 
defense (26 percent), debt-servicing (33 percent), and 
subsidies (24 percent). Revenues and international grants, on 
the other hand, are only projected to increase by 14.5 percent 
to $1.8 billion. The deficit is to be financed from domestic’ 
borrowings of $582 million and foreign borrowings of over $48 
million. 


Inflation/Monetary Policy 


After moderating to nine percent in 1985, inflation increased 
to 15 percent last year. During 1986, government-mandated 
price increases (e.g. bread, gasoline, milk, maize meal etc.) 
were implemented affecting most sectors of the economy. The 
government's large budget deficit added to inflationary 
pressures on the economy. The following factors will keep 
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inflation around 15 percent in 1987: sharp cutbacks in foreign 
exchange allocations, rising import prices, faster monetary 
growth, a general wage increase, and continued efforts to cut 
subsidies. 


In 1986, the Reserve Bank tightened up on credit by not 
allowing building societies, banks, and financial institutions 
to provide funds to individuals or corporate bodies for 
acquiring non-owner occupied houses. Nevertheless, from August 
to October, 1986, growth in the money supply accelerated from 
6.5 to 9.5 percent. Currency in circulation, in particular, 
jumped by 35 percent in 1986 compared with 24 percent the 
previous year. Given that the economy barely grew last year 
and that shortages were becoming widespread, this spurt in 
currency had serious demand-push implications on inflation. 


The government's need to finance its increasing deficit will 
likely increase the rate of monetary growth during the first 
half of 1987. However, as a result of slashed import 
allocations and low levels of investment spending, private 
sector credit demand remains basically weak. Last July, the 
Reserve Bank stated it might issue non-discountable Reserve 
Bank Bills to constrict the money supply, but to date it has 
taken no action on this front. 


Construction 


After a serious slump in 1985, construction activity began to 
pick up in mid-1986, primarily in office building, rather than 
civil engineering. Over the last two years, increased demand 
and the shortage of residential properties has led to a 100-300 
percent jump in housing prices in some parts of Harare. There 
are some indications (e.g. increased bids for vacant lots) that 
builders may become interested again in the housing market if 
the upward trend in prices continues. Commercial and 
industrial properties in the Harare area also remain in short 
supply. 


Many Zimbabwean firms are hoping that the Beira Corridor 
project will offer new construction opportunities. The Beira 
project aims to rehabilitate the rail and road connections 
between land-locked Zimbabwe and the Mozambique port of Beira 
(see section B). However, business uncertainty due to 
unfavorable developments in South Africa and Zimbabwe's foreign 
exchange crisis could have a dampening effect on local 
construction activity in 1987. 


Energy 


Coal and hydro-power are Zimbabwe's only indigenous energy 
sources. Petroleum products and electricity account for over 
14 percent of the total value of the country's imports or $183 
million in 1985. The government has adopted a policy to 
minimize dependency on energy imports including the use of 
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gasohol for automobiles, electrification of railways, and the 
construction of a 920 mw thermal power plant at Hwange to 
utilize abundant coal supplies. The government is also 
considering the construction of a second hydro-generation unit 
at the Lake Kariba dam. 


Manufacturing 


After a 3 year recession, during which real production dropped 
by eight percent, manufacturing output rebounded strongly in 
1985, growing 11 percent in real terms. However, due to severe 
foreign exchange shortages, railway bottlenecks, and lowered 
agricultural output, manufacturing output increased in 1986 by 
only two percent. Local economists estimate that manufacturing 
production could drop by 5-15 percent this year as a result of 
the severe 40 percent cutback in foreign exchange allocations 
to the private sector. 


The growth in the textile and clothing manufacturing sector 
since 1980 has been significant, rising to an estimated $93 
million in output in 1985. Future growth is expected as 
incomes rise in Zimbabwe and as exports expand. A major force 
behind the textile boom has been large increases in cotton 
cultivation. Much of the cotton crop is exported as cotton 


lint while the remainder is being used locally. Exports of 
cotton sheets, underwear, dresses, and trousers have expanded. 


Mining 


The value of mining output is estimated to have grown by seven 
percent in 1986 to $405 million, but mining output volumes were 
essentially flat. Most of this increase in value was 
attributed to the increased international price for gold. 
Although gold production did not increase, the value of the 
domestic output rose by 12 percent to $120 million. Due to the 
aforementioned unloading of gold stocks to meet the foreign 
exchange crisis, overall gold exports in 1986 more than doubled 
to $240 million. 


The country's other leading mineral exports were ferrochrome 
($130 million), asbestos ($70 million), nickel ($60 million), 
and copper ($45 million). Aside from gold, the mining industry 
will face a tough year in 1987. Escalating costs, severe 
foreign exchange cutbacks, and weak international prices have 
hurt profits in the mining industry. In volume terms, mining 
production has essentially been stagnant since independence in 
1981. Only the continued deprecation of the Zimbabwe dollar 
has allowed the mining companies to keep their heads above 
water. 





Tourism 


In 1986, the number of tourists visiting Zimbabwe increased by 
12 percent to an estimated 410,000. Part of this increase 
(5,000-7,000 people) results from the Non-Aligned Movement 
(NAM) summit which took place in Harare in August. Last year, 
the national average hotel occupancy rate increased a bit toa 
still low 40 percent. In November 1985, the new 360-room 
Harare Sheraton opened its door and during 1986 hosted a number 
of international conferences, including the NAM summit. 


Role of the Private Sector 


Because a majority of Zimbabwe's mining and manufacturing firms 
are controlled by foreign interests, the government is publicly 
committed to enlarging the stake of Zimbabweans in the 
country's productive activities. The government reiterated 
this commitment in the 1986-1990 Five Year Plan. Since 
independence in 1981, the economic policies of Prime Minister 
Mugabe have stressed a redistribution of opportunity in favor 
of the black majority, with special emphasis on health and 
education. Key governmental economic targets include 
employment-generating growth, a more equitable distribution of 


land, expanded social services, and greater state participation 
in industry. 


Nationalization of private interests has been publicly rejected 
as government policy. Instead, the government has purchased 
shares in a number of leading companies, entered into joint 
ventures with private sector investors, and encouraged the 
Zimbabwean private sector to increase its equity participation 
in foreign-controlled ventures. For example, in 1983, the 
Government purchased a 40 percent equity interest in the Hwange 
colliery, enabling the firm to finance a $70 million coal mine 
expansion program. Also in 1983, the government became a 
minority shareholder in a food-processing venture with the 
American firm H.J. Heinz Company. In June 1984, the government 


acquired the debt-ridden Lancashire Steel, a wire rod 
producer. 


The government controls international sales of Zimbabwe's 
minerals through its Minerals Marketing Corporation and the 


export of corn, coffee, cotton, and beef through parastatal 
marketing boards. 


Despite governmental participation ‘in various enterprises, the 


private sector remains the main engine of growth in Zimbabwe's 
economy. 


Since independence, the number of workers in the formal economy 
has stagnated at little over one million, despite the 95,000 
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new job seekers entering the market annually. This employment 
problem, combined with a high population growth rate of over 
three percent, underscores the need for new domestic and 
foreign investment to create productive jobs. A number of 
factors are critical for a substantial increase in private 
investment to occur such as new incentives, greater 
availability of foreign exchange, and less restrictive labor 
policies. In addition, greater regional political stability 
and a clearer endorsement by the government of the important 
role of private enterprise in the economic development of 
Zimbabwe will contribute to a more attractive investment 
climate. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


In 1986, United States-Zimbabwe trade increased by 27 percent 
to $127 million, with Zimbabwe exports to the United States 
totalling $73.5 million (fas), and imports from the United 
States amounting to $53.5 million (cif). The United States is 
Zimbabwe's third largest trading partner after South Africa and 
the United Kingdom. Major exports to the United States are 
ferrochrome, nickel, sugar, and coffee. Imports from the 
United States include computers, synthetic fibers, spare parts, 
packaging material, farm equipment, and resins. 


Union Carbide is the largest American investor. Altogether, 
there are over 40 United States firms resident in Zimbabwe. 
Among them are Heinz, Johnson & Johnson, 3M, Colgate-Palmolive, 
Mobil, Caltex, and NCR. Since independence in 1981, the 
largest American investment in the country has been the edible 
oils/soap venture between H.J. Heinz Company and the Zimbabwean 
Government in 1982. 


Foreign exchange shortages remain a serious obstacle to 
expanded United States exports to Zimbabwe. For the first half 
of 1987, the Zimbabwe Government has cut foreign exchange 
allocations to the private sector by 40-50 percent. The 

availability of foreign exchange is not expected to improve 
significantly over the next year. 


The termination of the United States Agency for International 
Development's Commodity Import Program (CIP) will have a 
negative impact on U.S. exports to Zimbabwe. In 1985, exports 
under this program totaled $32.4 million. In 1986, the amount 
dropped to $10 million. For 1987, no new programs will be 
initiated and CIP imports will total $8.0 million from residual 
funds for previous commitments. . 


Over the next 12 to 18 months, the Zimbabwe Government may 
attempt to arrange financing for the following 





projects: 


$60 million expansion of facilities for the parastatal 
Cold Storage (beef) Commission; 

$60 million project to develop iron ore deposits and an 
allied sinter (i.e. welding) plant for the parastatal 
Zimbabwe Iron and Steel Company (ZISCO), the largest 
steel mill in black Africa; 

$30-40 million project to modernize Harare Airport; 
Possible expansion of the country's electricity 
generation capacity. 


Investment 


Zimbabwe's well-developed infrastructure, pleasant living 
environment, and central location in southern Africa make it an 
attractive site for investment. The government welcomes 
foreign investment in its public statements, but offers few 
incentives. The government has still shown no interest in 
concluding an agreement with the Overseas Private Investment 
Corporation of the United States or similar agreements with 
other potential investor countries. 


In mid-1986, the government published its new 1986-1990 Five 
Year National Development Plan, stating that foreign investment 
was essential for the country's development. The plan calls 
for foreign investment of over $120 million, or roughly four 
times the amount the country has received since independence, 
Although the Plan talks about reviewing tax, labor, and other 
government policies to encourage investment, it offers no new 
incentives. Sometime in 1987, the government is expected to 
come out with volume two of the plan outlining specific 
investment projects. 


The government places special emphasis on the following 
regarding foreign investment: 


Bringing in new and appropriate technology; 

Maximizing use of local raw materials; 

Import substitution; 

Generating net exports within reasonable time; 
Participation with local private investors, and/or where 
necessary, form joint ventures with the government; 
Locating in rural areas; 

Transmitting managerial, technical, and other skills to 
Zimbabweans; 

Generating additional employment. 


Requirements on local participation are not quantified, though 
joint ventures are encouraged and the government reserves the 
option to participate on an equity basis in new investments of 





national importance. 


Potential investors may wish to consider the long-range 
investment and franchise opportunities offered by Zimbabwe's 
membership in the Southern African Development Coordination 
Committee (SADCC) and the Preferential Trade Agreement for 
Eastern and Southern Africa (PTA). Both initiatives are 
intended to expand trade and development opportunities. SADCC 
membership includes Zimbabwe, Zambia, Botswana, Malawi, Angola, 
Lesotho, Swaziland, Mozambique, and Tanzania. Member states of 
the PTA include Burundi, the Comoros, Djibouti, Ethiopia, 
kenya, Lesotho, Malawi, Mauritius, Rwanda, Somalia, Swaziland, 
Uganda, Zambia, and Zimbabwe. Angola, Botswana, Madagascar, 
Mozambique, Seychelles, and Tanzania are eligible to join the 
PTA but have not yet done so. 


Best Commercial Prospects 


Agriculture: 


Zimbabwe imported approximately $19 million worth of 
agro-chemicals in 1986. There are 119 varieties of 
agro-chemicals imported in either raw or final form; major 
varieties are fertilizer compounds, insecticides, herbicides, 
and fungicides. 


Demand for tractors, harvestors, and hay balers is strong and 
expected to increase in the next two years. The government 
hopes to attract foreign investors and licensors to expand 
local production. Tractor spare parts are also heavy in 
demand; last year the country imported $5 million, 


Special irrigation inputs such as pumps, flanges, sprinkler 
systems, and aluminium pipes are needed, although the country 
does manufacture most of its irrigation equipment. Further 
development and reform of the agricultural sector may open up 
additional opportunities for irrigation and water sourcing 
equipment. 


Beira Corridor: 


A primary opportunity for U.S. suppliers may come through 
efforts to improve regional transportation systems in Southern 
Africa. A key component of the system is the Beira Corridor 
from eastern Zimbabwe to the central Mozambique port of Beira. 
Work on the corridor will involve the improvement of the rail 
line and road to Beira, the improvement of port infrastructure 
and the rehabilitation of the town of Beira. Work is being 
coordinated by the Beira Corridor Authority, a body established 
by the Mozambican Government. Two organizations representing 
international business are the Beira Corridor Group Limited 
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(BCG), a public company registered in Zimbabwe to represent 
SADCC business interests, and IBG A/S based in Oslo, Norway. 
Both organizations help carry out development projects and 
raise finance. 


Specific areas of opportunity for suppliers involve new rail 
sleepers, rail maintenance equipment, communications equipment, 
port handling and lightering equipment, warehousing, and port 
management, 


A visit, including direct talks with potential domestic 
investors, customers, and distributors, is the most effective 
means of gathering market intelligence. Country-wide trade 
events such as the Zimbabwe International Trade Fair, held 
annually in Bulawayo in April/May, or the annual Harare show in 
August/September, offer excellent opportunities to meet 
Zimbabwean and regional businessmen, review competition, and 
test market receptivity to new product offerings. The United 
States has participated officially in the Bulawayo Trade Fair 
for the past seven years. 


The United States Embassy in Harare (172 Rhodes Avenue or Box 
3340, Harare; Tel: 794-521) has an economic/commercial officer 
and a small commercial staff to aid American businesses in 
Zimbabwe. 








